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The Russian Financial Crisis of 1998: 

An Analysis of Trends, Causes, and Implications 

Summary 

Since May of 1998, Russia has been caught in the latest, and likely the most 
serious, in a series of economic crises. The crisis came to a head on August 17, 
1998, when the government of then-Premier Sergei Kiriyenko abandoned its defense 
of a strong ruble exchange rate against the dollar, defaulted on government domestic 
debt forcing its restructuring, and placed a 90-day moratorium on commercial 
external debt payments. Those actions led to Yeltsin's dismissal of Kiriyenko on 
August 23, replaced, after a political standoff with the Duma, by a more leftward- 
leaning government led by Premier Yevgennij Primakov. The August crisis also 
lowered Russians' standard of living and has seriously set back Russia’s efforts 
toward establishing a market economy, perhaps for years to come. 

The direct cause of crisis has been the Russian government’s failure to address 
fiscal imbalances. Less direct but more fundamental causes have been structural 
problems. The government has an inefficient tax regime that fails to generate 
sufficient revenues to meet fiscal obligations. More fundamentally, incomplete 
economic restructuring has left an economy, much of which is run on barter, that 
masks inefficient and even “value-subtracting” economic activities, and that makes 
attaining fiscal balances even more arduous. 

The crisis (and Russian policymakers’ efforts to manage it) has already had an 
immediate economic impact on Russia and will have longer term implications for the 
Russian economy and Russia’s efforts to become a market economy. As the crisis 
continues, the impact on the Russian economy will become more severe. The 
Russian economy requires new investment, both foreign and domestic, to replace 
outdated and wom-out capital assets and to build new infrastructure. But the crisis 
has undermined investor confidence, setting back prospects for economic growth. 

Russia remains a focal point of U.S. national interests. It is formidable country 
whose political and economic stability are critical for the rest of the former Soviet 
Union, Eastern and Central Europe and the areas these regions border. Russia is a 
nuclear superpower, has large supplies of some of the world’ s most important natural 
resources, including oil, natural gas, and strategic metals. 

The report will be not be updated but will remain available to meet 
congressional needs. 
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The Russian Economic Crisis of 1998: 

An Analysis of Trends, Causes, and 
Implications 

Since May of 1998, Russia has been caught in the latest, and likely the most 
serious, in a series of economic crises. The crisis came to a head on August 17, 
1998, when the government of then-Premier Sergei Kiriyenko abandoned its defense 
of a strong ruble exchange rate against the dollar, defaulted on government domestic 
debt forcing its restructuring, and placed a 90-day moratorium on commercial 
external debt payments. Those actions led to Yeltsin's dismissal of Kiriyenko on 
August 23, replaced, after a political standoff with the Duma, by a more leftward- 
leaning government led by Premier Yevgennij Primakov. The August crisis also 
lowered Russians' standard of living and set back Russia’ s efforts toward establishing 
a market economy, perhaps for years to come. 

The United States and the other major industrialized economies have been 
encouraging Russia to develop democracy and a market-driven economy during the 
last seven years. Russia had made great strides toward becoming a market economy. 
It abandoned central planning and integrated itself with much of the rest of the global 
economy. 

But Russia has faced difficult setbacks along the way, this current crisis being 
the most serious. The effects of this crisis and how Russian policymakers manage 
seems likely to determine the future of Russian economic reform, and, consequently, 
prospects for long-term Russian economic growth and development. 

Russia remains a formidable country and a focal point of U.S. national interest. 
Its political and economic stability are critical for the rest of the former Soviet Union, 
Eastern and Central Europe and the areas these regions border. Russia is a nuclear 
superpower, has large supplies of some of the world’s most important natural 
resources, including oil, natural gas, and strategic metals, and possesses a large 
skilled labor force and scientific community. 

The Russian crisis occurs as other regions of the world, such as East Asia and 
Latin America, are undergoing financial crises and problems. The global financial 
crisis as a whole has created unease in world financial markets and has raised 
questions about the strength of the international financial system. 1 



1 For more information see CRS Report RL30012, Global Financial Turmoil: Contagion, 
Effects, and Policy Responses, by Dick K. Nanto. 




